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LS 6296 NOTE PREPARED: Feb 20, 2012
BILL NUMBER: SB 143 BILL AMENDED:  Feb 20, 2012

SUBJECT: Automatic Taxpayer Refund.

FIRST AUTHOR: Sen. Kenley BILL STATUS: CR Adopted - 2  Housend

FIRST SPONSOR: Rep. Espich

FUNDS AFFECTED: X GENERAL IMPACT: State & Local
X DEDICATED

FEDERAL

Summary of Legislation: (Amended) Excess State Reserves Transfer/Automatic Taxpayer Refund:  The bill
provides for an automatic refundable tax credit to Indiana residents when the state has excess reserves of at
least $20,000,000. It transfers any part of the excess reserves that are not needed to provide tax credits to the
Pension Stabilization Fund. It also provides that beginning in 2013: (1) the Office of Management and Budget
shall calculate, after the end of each odd-numbered state fiscal year, the total amount of state reserves; and (2)
the Governor's presentation concerning the disposition of excess state reserves is conditioned upon the
determination that the state reserves exceed 12% (instead of 10%) of the general revenue appropriations for
the current state fiscal year. 

Full-Day Kindergarten: The bill permits augmentation of the appropriation for full-day kindergarten and
changes the amount distributed per child.

Effective Date: (Amended) Upon passage; January 1, 2012 (retroactive); January 1, 2013.

Explanation of State Expenditures: (Revised) Excess State Reserves Transfer: The bill would reduce the
expected excess reserve transfer to the Pension Stabilization Fund by $43.1 M to $45.8 M in FY 2013. The
reduction would result from: (1) a change in the excess reserve transfer amounts to the automatic taxpayer
refund and the Pension Stabilization Fund effective beginning in FY 2013; and (2) the augmented FY 2013
appropriation for full-day kindergarten in this bill (described below).

The bill also changes the excess state reserve transfer requirements, but these changes will not affect excess
reserve transfers in FY 2013. The impact of these changes and the change highlighted in (1) above on excess
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reserve transfers in subsequent years is indeterminable.

(Revised) Full-Day Kindergarten: The bill provides a full-day kindergarten grant of $2,400 for each
kindergarten student enrolled in a full-day program for the 2012-13 school year. It allows augmentation of the
current appropriation ($89.1 M) to fully fund the grant.

For the 2011-12 school year, there are 67,752 students attending a full-day kindergarten program, and 66,401
of those students are funded by the state full-day kindergarten grant. The total number of kindergarten students
in the 2011-12 school year is 78,154.  The augmentation required could range between about $78.3 M
($2,400*66,752 - $81.9 M) and $105.7 M ($2,400*78,154 - $81.9 M).

(Revised) Background Information: The bill makes the following changes to current statute relating to excess
reserve transfers and the automatic taxpayer refund.

(1) It changes the requirements for transfers to be made from excess reserves to the automatic taxpayer refund
and the Pension Stabilization Fund. Under current statute, reserves ending the prior fiscal year that exceed 10%
of the current fiscal year general revenue appropriations are to be transferred to the automatic taxpayer refund
and the Pension Stabilization Fund. The bill: (a) prohibits transfers from occurring if the excess reserves are
less than $20 M beginning in FY 2013; and (b) increases the excess reserve threshold from 10% to 12%
beginning in FY 2014. 

(2) It changes the excess reserve transfer amounts to the automatic taxpayer refund and the Pension
Stabilization Fund beginning in FY 2013. The transfer formula is specified below in (A) through (C), with the
table below that presenting transfer scenarios depending on the excess reserve total.

(A) If the excess reserves are less than or equal to $50 per resident taxpayer, all of the reserves would
be transferred to the automatic taxpayer refund.

(B) If the excess reserves are greater than $50 per resident taxpayer but not greater than $100 per
resident taxpayer, excess reserves would be transferred to the automatic taxpayer refund sufficient to provide
a refund equal to $50 per resident taxpayer, with the balance transferred to the Pension Stabilization Fund.

(C) If the excess reserves are greater than $100 per resident taxpayer, the transfer would proceed as
under (B) but excess reserves exceeding $100 per taxpayer would be divided equally between the automatic
taxpayer refund and the Pension Stabilization Fund.

Excess Reserves $100 M $200 M $300 M $400 M $500 M $600 M

Resident taxpayers 4 M 4 M 4 M 4 M 4 M 4 M

Automatic taxpayer refund credit $25 $50 $50 $50 $62.50 $75

Total to automatic taxpayer refund $100 M $200 M $200 M $200 M $250 M $300 M

Total to Pension Stabilization Fund $0 $0 $100 M $200 M $250 M $300 M
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Under current statute excess reserves must be transferred as follows: (1) 50% to the Pension Stabilization
Fund; and (2) 50% to the automatic taxpayer refund.

(3) It changes the schedule under which such transfers could be made beginning in FY 2014. The bill would
permit the excess reserve transfers to be made only in the first fiscal year of a biennium based on the total state
reserves at the end of the second fiscal year of the preceding biennium.

It is estimated that under current statute, the excess reserve transfer could total $333.6 M in FY 2013 according
to the Combined Statement of Estimated Unappropriated Reserve (December 14, 2011). This would result in
transfers to the automatic taxpayer refund and the Pension Stabilization Fund of $166.8 M each in FY 2013.

The bill also augments appropriations for full-day kindergarten in FY 2013 with an estimated cost of $78.3
M to $105.7 M. Based on these expenditure changes, it is estimated that the excess reserve transfer in FY 2013
could range from $321.0 M to $323.7 M. It is estimated that $200 M would be required for the automatic
taxpayer refund, with the remaining $121.0 M to $123.7 M being transferred to the Pension Stabilization Fund.
Under current statute, the FY 2013 state reserve is estimated to total $1,765.3 M. With the changes in the bill,
the FY 2013 reserve is estimated to total $1,672.2 M to $1,696.9 M. It is indeterminable whether the FY 2013
excess reserves will be sufficient to permit excess reserve transfers in FY 2014.

Explanation of State Revenues: (Revised) Automatic Taxpayer Refund: The bill would change the calculation
of: (1) the total excess reserve dedicated to the automatic taxpayer refund; (2) the calculation of the automatic
taxpayer refund tax credit per taxpayer; and (3) make the tax credit refundable. These changes would be
effective beginning in tax year 2012 for excess reserve transfers made beginning in FY 2013. It is estimated
that the bill would provide for a total of $200 M in refundable individual adjusted gross income (AGI) tax
credits. This would be an increase in revenue loss from the credit in comparison to current statute by an
estimated $33.2 M. The revenue loss is expected in FY 2013. 

(Revised) Background Information: Under current statute unchanged by the bill, the automatic taxpayer refund
is provided through an individual AGI tax credit. The tax credit is nonrefundable and must be taken against
the taxpayer’s tax liability in the tax year the credit is provided. In addition, the tax credit is based on each
taxpayer’s relative share of the total overall tax liability for all eligible taxpayers. To be eligible for the tax
credit, a taxpayer must have filed a resident income tax return for the two taxable years preceding the tax year
in which the tax credit is made available and must have paid individual income tax for the preceding taxable
year. Under current statute, it is estimated that $166.8 M in excess reserves could be transferred to the
automatic taxpayer refund.

The bill makes the tax credit refundable and provides for the tax credit to be distributed in an equal amount
per taxpayer. (See Explanation of State Expenditures for a discussion of the formula that determines the total
amount of excess state reserves transferred to the automatic taxpayer refund and the per taxpayer tax credit
amount.) The bill also changes eligibility for the credit. To be eligible, a taxpayer must have filed a resident
income tax return for the tax year immediately preceding the tax year in which the tax credit is made available.
Also, since the credit is refundable, a taxpayer without a tax liability would receive automatic taxpayer refund
credit dollars. Under this bill, it is estimated that $200 M would be claimed by the automatic taxpayer refund
credit.

Explanation of Local Expenditures: 
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Explanation of Local Revenues: (Revised) School corporations or charter schools that apply for the full-day
kindergarten grants are prohibited from charging fees for enrolling in or attending full-day kindergarten in the
2012-2013 school year.

State Agencies Affected: OMB; DOR.

Local Agencies Affected: 

Information Sources:  General Fund Combined Statement of Estimated Unappropriated Reserve, FY 2012-
FY 2013, State Budget Agency, December 14, 2011. OFMA Income Tax Databases, 2009.

Fiscal Analyst: Jim Landers, 317-232-9869; Chuck Mayfield, 317-232-4825.
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